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WANTED: AN ONGOING SUPPLY OF PEOPLE WITH TALENT AND COMMITMENT TO JOIN 

A HIGH-CALIEIRE TEAM WORKING IN AUSTRALASIA'S MOST EXCITING GROWTH SECTOR 

Telecom has always attracted good people. Our engineers have long been rated as second 

to none, and we have continually sought to recruit and develop people who will contribute 

to our success in a fast-changing world. As our business transforms and grows. so Telecom 

must transform the mix of talent and experience among its people. 

Over the past decade. telecommunications in New Zealand has grown into a complex 

industry of diverse network operators and service providers. supported by many suppliers. 

The’industry has become an increasingly attractive career choice for people with diverse 

backgrounds and expertise. 

From an historical focus on engineering capability for delivering voice telephony, T&corn 

has moved to having a range of talent that includes web developers. sales specialists. and 

IP and data capability strategists. The challenges we face in online and communications 

markets are reflected in the challenges we face in recruiting and retaining the right people. 

Telecom recognises fundamental changes in the nature of work. People increasingly seek 

self-development in their work and look beyond the more traditional goals of security and 

status. Many see their working lives as a series of chapters, rather than a single career 

marked by lineal progression within one arganisation or industry, Even the definition of 

employment is changing and a growing number of people prefer to work in contractual 

relationships with different companies and agencies. 

Telecom has 5.717 full-time employees, including 109 off-shore, and around 2,300 

contractors [including outsourced arrangementsl. Over 3,000 of these are frontline people. 

working with customers directly. We have outsourced arrangements with EDS for T&am’s 

information services needs and with SITEL for some of our call centre operations. These’ 

arrangements are all part of our drive to have contestable delivery of services and to work 

with strategic allies for quality service both externally and internally 

Theresa Gattung’s Executive Team is committed to a collaborative leadership stvle. 

with the optimum balance between individual accountability and teamwork. Thinking and 

acting a5 teams is critical in every area of the business. Consistent with this, management 

z.tructures have become flatter, and programmes have been designed to encourage people 

to.collaborate across business boundaries. form virtual project teams and take collective 

responsibility for seiting and achieving objectives. 

Inevitably. Telecdm has a level of employee turnover. and recruitment of new people of 

talent and commitment isvital. For this, we have gone online with an eRecruitment solution 

to harness the Internet for attracting the people we need into the future. 



THE DIRECTORS OF TELECOM CORPORATION OF 

NEW ZEALAND LIMITED ON 30 JUNE 2000 WERE: 

Roderick Deane became 
Chairman in October 1999. 
after seven years as Chief 
Executive and Managing 
Director. He was named 
Chief Executive of the Decade 
in 1999 in the Top 200 New 
Zealand corporate awards. 
Dr Deane also chairs Fletcher 
Challenge Limited, Te Papa 
Tongarewa (The Museum of 
New Zealand) and the ANZ 
Banking Group (New Zealand) 
Limited. He is a Director of 
the Australia and New 
Zealand Banking Group 
Limited (Melbourne). 
TransAlta Corporation 
(Canada]. Woolworths 
Limited (Australia) and 
eVentwe New Zealand 
timited. He is on the 
boards of the Centre for 
Independent Studies in 
Sydney and the Institute 
of Policy Studies at Victoria 
University of Wellington, and 
is Professor of Economics 
and Management at Victoria 
University of Wellington 
(a part-time position). Jointly, 
along with his wife Gillian. 
Dr Deane is Patron of IHC 
New Zealand Inc and is a 
member of the IHC Board of 
Governance. He is Chairman 
of the City Gallery Wellington 
Foundation and has an active 
interest in promoting the arts 
and music. 

Theresa Gattung became 
Chief Executive in October 
1999. She had previously 
been Group General Manager. 
Services and before that 
General Manager, Marketing. 
Before joining Telecom in 
1994. Ms Gattung war Chief 
Manager, Marketing for Bank 
of New Zealand, and had 
previously held executive 
positions with National 
Mutual and NNZ. She 
graduated with a Bachelor 
of Laws ILL%1 from Victoria 
University in 1987 and a 
Bachelor of Management 
Studies (Honours, with 
majors in Economics and , 
Marketing] from the 
University of Waikato in 
1983. Her entire career has 
been in “new economy’ 
companies - telecommunica- 
tions. media, information 
technology, banking and 
finance. 
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‘eter Shirtcliffe has been 
a Director since April 1987 
Nhen Telecom was created as 
1 State Owned Enterprise. He 
N~S appointed Chairman in 
September 1990 and retired 
:rom this role in September 
1999. Mr Shirtcliffe was 
vlanaging Director of 
badstuffs producer and 
distributor Goodman Group 
imited from 1976-19.95 and 
:hairman of the New Zealand 
iade Development Board 
:rom 1985-1990. He is 
urrently a member of the 
5xecutive Committee of the 
Australia and New Zealand 
business Council, and a 
:rustee of, or cOnSult.ant to, a 
lumber of charitable trusts. 

lohn King, LLB. has been 
I Telecom Director since 
ieptember 1990. He is 
;enior Partner with law firm 
Russell McVeagh. a Director 
If WestpacTrust Investments 
.td, Chairman of the 
Bkeovers Panel, a member of 
he Board of the Employers 
lnd Manufacturers 
\ssociation (Northern) Inc 
md of the Spirit of 
\dventure Trust Board. 



The Board of Directors continued 

Patsy Reddy joined the 
3oard in December 199Z She 
5 an Executive Director of 
4ctive Equities Limited and 
i Non-Executive Director 
)f Sky City Limited. Infinity 
3roup Limited and New 
&land Opera Limited. She is 
dso Trustee of the Sky CiQ 
lommuniQ Trust. From 1987 
a 1998 MS Reddy was a 
jenior Executive at Erierley 
nvstments Limited. before 
which she was a partner in 
aw firm Rudd Watts&Stone. 
ihe has also been a lecturer 
n the Law FaculQ at Victoria 
JniversiQ of Wellington. 

Michael Tyler is Managing 
Director and Senior partner 
of London-based professional 
services firm Tyler & 
Company, which provides 
advisory and analytical 
services in the telccom- 
munications. media and 
electronic commerce fields. 
He joined the Board in June 
1999. Before founding Tyler 
& Company. Mr Tyler was a 
Senior Partner and Director 
at Putnam, Hayes & Bartlett 
Inc, where he headed the 
telecommunications 
consulting business. and 
before that he led the 
t4ecomm~unications practice 
as a Partner and Vice- 
President at Eooz, Allen & 
Hamilton Inc. Mr Tyler started 
his telecommunications 
career at British T&corn 
in 1972 and has worked 
in the advisory, research, 
educational and venture 
investment fields since 1976. 
Mr Tyler is also a Director 
of Syedish software, systems 
integrator and operations 
Iupport company 
CanNova AB. .i 

Paul Baines joined the Board 
:n May 1998. He is Chairman 
,f Tower Managed Funds and 
3 Director of Comalco New 
Zealand. Fletcher Challenge, 
sough. Gough and Hamer, 
Sreenstone Fund, New 
Zealand Post, Reserve 
3ank of New Zealand, 
South Eastern Utilities and 
Nrightson. Mr Baines has 
ieen Chief Executive Officer 
If CS First Boston New 
Zealand and before that 
reld a number of senior 
x&ions at sharebraking 
md investment banking firm 
larden &Co. He has degrees 
n accountancy, economics 
and public policy 



b3mxrtlve Group 

THE EXECUTIVE GROUP CONSISTS OF SENIOR MANAGERS WHO EACH RUN MAJOR 

UNITS WITHIN TELECOM AND REPORT DIRECTLY TO THE CHIEF EXECUTIVE. 

I 

THERESA GATTUNG. CHIEF UECUTNE leads the company’s Executive Team, overseeing the day-to-day management 
of T&corn on behalf of the Board of Directors. The team meets regularly to consider strategy policy, 
investment and corporate activities, and to monitor business performance. It also advises the Chief 
Executive on’matters such as strategy and policy. 

KEVIN STRATFUL’S SALESAND SERVICEGROUP is responsible for meeting the telecommunications needs of our 
consumer, business and corporate customers. It marketsTelecom’s services to customers. bills them 
for services and manages the relationships. Kevin joined T&corn as Group General Manager Sales 
and Service in January 2000. Prior to joining T&corn. Kevin was Managing Director of Freightways 
and prior to this. Managing Director of Lion Nathan New Zealand. He has over 25 years’ experience 
in sales and marketing across a range of industries. 

DAVlD BEDFORD’S NETWORK GROUP plans, develops. operates and manages the maintenance of Telecom’s fixed-line. 
international and broadband networks. David is also responsible for Telecom’s corporate information 
technology and systems function, which includes management of its outsourcing partnership with 
EDS. He was appointed Group General Manager Network in July 1998 from his role as Group General 
Manager Enterprises. He was previously General Manager. Human Resources and has worked at 
Electricity Corporation of New Zealand, Bechtel Corporation, Weddell Group and Downer & 
Company Limited. 

MOHAN JESIJDASON’S MOBILE BUSINESS !JNiI is responsible for all aspects of our mobile business. Mohan joined 
T&corn in September 1996 as Genera Manager Business. He was appointed to his new role as 
General Manager Mobile in December 1999. Prior to coming to T&corn. Mohan spent 16 years 
with AXA in Melbourne and New Zealand where he held a variety of senior positions in marketing, 
distribution and general management. 

MARK RATCLIFFE’S OATAdrVOlCE GROUP is accountable for developing and marketing Telecom’s range of data 
and voice products and services. Mark was appointed in December 1999 from his role as General 
Manager Product&Service Development He has worked in a variety of senior roles over his ten- 
year career at T&corn. Prior to coming to T&corn. Mark worked in senior accounting, IT project 
management and consulting roles in England and New Zealand. 

, 
GRAHAM MITCHELL is GENERAL MANAGER OFTELECOM INTERNET&UEDIA properties, which encompass the Xtra and 

T&corn Directories Limited businesses and associated brands. Graham is also a Board Member 
of AOLAustralia which is a Joint Venture be&n AOL International and AAPT. Graham was 
appointed to his role in April 1999. He came to T&corn from Brierley Investments Limited where he 
was New Zealand Investments Manager Graham has previously held senior management positions 
with Telecom and Electricity Corporation of New Zealand. 
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JANE FREEMAN is GENERAL MANAGER OF ESOLUTIONS. esolutions is the alliance with EDS and Microsoft in New Zealand and delivers 
a full range of e-commerce applications to corporate and business customers. esolutions will play a key part in 
the realisation of our vision to lead New Zealanders online. Jane started at Telecom in December 1999. She has 
a strong e-commerce background, having launched BankDirect. the first totally phone and Internet bank in 
New Zealand. Previously she was Chief Manager Marketing at the ASB and Genera Manager Residential Markets 
for Clear Communications. Jane is accountable to an Advisory Board of representatives of all three parent 
companies of esolutions. 

KARYN DEVONSHIRE’S TCNZ CORWRATE. AUSTRALIA GROUP is at the cutting edge of developing Telecam’s presence in the Australian 
corporate market, including the contract with the Commonwealth Bank of Australia. Karyn took up her role 
as Group General Manager in May 2000. She joined Telecom in December 1997 and was appointed General 
Manager Corporate Strategy and Information Services in March 1999. Her role expanded to include deveiopmenf 
of online systems. Previously. Karyn held a variety of information system roles at the New Zealand Dairy Board. 
She has experience in the insurance, services. manufacturing and international consumer marketing sectors. 

MARK0 BOQOIEVSKI CHIEF FINANCIAL OFFICER. The Finance Group provides business and financial information, analysis and 
advice to help Telecom maximise shareholder value. The Finance Group also oversees strategy. investor relations. 
treasury operations. corporate finance and shared corporate services. Marko has held a number of senior 
financial. operational and sales roles with Ansett New Zealand, Lion Nathan, Elders Finance Group and Price 
Waterhouse and more recently helped launch a US start-up company. 

JOHN BELL’S BUSINESS DEVELOPMENTGROUP evaluates new business opportunities within the converging telecommunications. 
information technology and entertainment sectors to see if they have the potential to create long-term 
shareholder value. John joined Telecom in May 1996 from Fujitsu New Zealand timited. where he was Managing 
Director. He has also worked for IBM New Zealand limited and Beta Carter Hollings and Ferncr (BCHF). 

BRUCE PARKES’ GOVERNMENTANO INDUSTRY RELATIONS team manages Telecam’s relationship with the Government, Bruce came 
to Telecom in 1993 from Electricity Corporation of New Zealand. He was appointed to his current position in 
November 1999 having previously been Manager of our Industry Services Unit. Bruce has a strong strategy, 
marketing and economics background. His other roles in Telecom include managing the Services Strategy Group. 

JANE AUSTIN’S CORPORATECOMMUNlOITlONS GROUP develops frameworks to sustain and increase the value of Telecom’s brand. 
The group also directly supports the brand through communications with shareholders. staff, media and 
communities. Jane joined Telecom 11 years ago from British Telecom. Her roles in Telecom have spanned 
communications. service and sales, and, prior to taking up her current role in December 1999, she managed 
branding strategy i”. the Services tam. This followed a period heading up Business Service and Indirect Channels. 

GLEN PETERSEN’S HUMAN RESOURCES GROUP dwelopsbtrategies. policies and business unit HR programmes for managing 
participation by T&corn employee& creating value. Glen was appointed General Manager, Human Resources in 
August 2000. He was previously Genera Manager. Human Resources. Commercial and Consumer at Telstra 
Corporation. He has extensive senior level experience in human resources over the past 20 years including various 
roles with Pizza Hut in Australia and North America and then Lion Nathan trans-Tasman. In 1995 Glen joined 
Arnotts and wasVice President Human Resources for several years prior to joining Telstra in 1999. 

ME GENERAL COUNSEL AND COMPANY SECRETARY oversees the provision of legal. secretariat and risk management services to Telecom 
to enwrc that the company uses sound business practice1 (Position vacant as this report went to print.) 



Gcvermmce at Telecom 

THE BOARD OF DIRECTORS IS ELECTED BYTHE SHAREHOLDERS TO GOVERN THE 

COMPANY IN SHAREHOLDERS' INTERESTS AND IS THE OVERALL AND FINAL BODY 

RESPONSIBLE FOR ALL DECISION-MAKING. 

The Board has delegated some of its powers to Board committees and other powers to the 
Chief Executive. The Chief Executive has formally delegated certain authorities to her executives 
and has established a formal process for those executives to further delegate certain authorities 
to their managers. 

ROLE OF THE BOARD The Board establishes the Telecom Group’s objectives and medium-term strategic financial 
plan, major strategies for achieving these objectives, annual budgets and the overall policy 
framework within which business is conducted. The Board takes advice from independent sources 
and from the Chief Executive relating to changes to the business, performance goals. strategies and 
policy frameworks of the T&corn Group. The Board monitors Management’s performanCe relative 
to these goals and plans. and reports to shareholders at least once a year at the Annual Meeting. 

BOARD OPERATIONS The Board comprises seven Directors, being a non-executive Chairperson. an executive 
Director. and five non-executive Directors. Directors in office at 30 June 2000, are set out elsewhere 
in this repoK Procedures for the operation of the Board, incltiding the appointment and removal of 
Directors, are governed by the Company’s Constitution. 

The full Board formally met fifteen times during the financial year ended 30 June 2000. Two of 
these meetings spanned two days. 

BOARD COMMITTEES The Board has two formally canstituted,Committees. the Human Resources/Compensation 
Committee and the Audit Committee. The Human Resources/Compensation Committee comprises 
three non-executive Directors and the Audit Committee comprises three non-executive Directors, 
which in both cases include the Chairman, who is an u-officio member of both Committees. 

The Human Resources/Compensation Committee, chaired by Patsy Reddy is responsible for 
overseeing the policy framework for human resources activities within the T&corn Group, including 
overseeing senior management succession planning, establishing employee incentive schemes. 
reviewing and approving the compensation arrangements for the Chief Executive and managen 
who report directly to the Chief Executive. and recommending to the full Board the compensation 
of Directors. The Audit Committee, chaired by Mr Baines, is responsible for overseeing the financial 
policies of the Telecom Group, including fina:cial delegations. internal controls. internal and external 
audit, liaising with the Telebm Group’s independent auditors and making recommendations to the 
Board as to their appointment and remunwa~ion. 
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GOVERNANCE PRINCIPLES The Board has established Telecom’s governance policy to outline what it expects from 

the people to whom it has delegated financial and decision-making authority. T&corn’s governance 
principles. which are a very broad description of the way in which the Board expects the Company 
to be managed for shareholders’ benefit. are: 

1. Future shareholder value will be built from additional growth. 

2. Telecom will be market-focused. 

3. The organisational structure will support T&corn’s strategies. 

4. The structure will support individual accountability 

5. Telecom’s policy and strategy framework will be decided at corporation level. Business and 
operational decisions will be made by management and staff within corporate frameworks 

6. Business plans will determine accountability for resources and budgets. 

7 Contestability will drive efficiency. 

YlANAGEMENT OVERSIGHT Telecom Directors and the Chief Executive oversee managers to ensure they make 
decisions in line with corporate policy and direction. An Executive Team, comprising managers who 
report directly to the Chief Executive. meets regularly to consider and advise the Chief Executive on 
matters including strategy, policy investment. and corporate activities. and to monitor performance 
by the various business groups against strategies and plans. Membership of the Executive Team is 
set out elsewhere in this report. 

IELEGATION FRAMEWORK The T&corn Group has formal policy frameworks in place relating to its principal 
operations, delegations of financial authority to managers. and compliance with statutory 
requirements. The Board’s delegation of the conduct of the day-to-day affairs of the Company to 
the Chief Executive is made within this framework. The practices and processes used by the Board, 
Chief Executive, Executive Team, and senior managers to implement governance include: 

1. Delegated management authority. 

2. Individual accountability. 

3. Delegated financial authorify. 

Delegated management authority means that limits are set an decision-making and certain 
decisions require approvals from senior managers. and executives or the Board. However. approval 
does not involve re-making decisions. Individual accountability means individuals are responsible 
for achieving specific agreed outcorncs: measuring outcomes wherever possible; planning. 
budgeting and acquiring the resources they need to achieve their accountabilities; and monitoring 
the use of resources used in achieving their outcomes. Delegated financial authority means that 
T&corn managers have author@ to approve spending up to specified financial limits, with approval 
from senior managers, Executive Team or the Board needed for expenditure or budget allocation 
beyond the limits. These limits are reviewed periodically and are set at levels that ensure a 
proportion of management decisions are discussed by both the decision-maker and their manager. 
the ExecutiveTeam or Board. 

., 



Results of Operations “3”o June 2000 

In November 1999. Telecom increased its shareholding in AAPT from 
19.7% to approximately 80% (79.9% as at 30 June 20001. Telecom’s 
result for the year ended 30 June 2000 (“2000’) reflects the 
consolidation of AAWs earnings from 1 December 1999. the 
amortization of associated goodwill from 1 December 1999 and 
the costs of funding the invez.tmenf in AAPT for the year. 

Reported net earnings of NZ$783 million for 2000 decreased 
by NZ$Sl million, or 61%. from NZ$934 million for the year ended 
30 June 1999 (‘1999”). 

Net earnings for the year represented earnings per share (‘EPS’I of 
NZ44.7 cents. EPS decreased by 6.2% for the year compared with 1999 

Excluding the effect of the investment in AApT Telecom’s net 
earnings would have been NZ5946 million for the year. an increase of 
NZ820 million, or 2.4%, compared with last yeais normaliscd earnings 
of NZ$826 million (see ‘Reconciliation of Earnings before and after 
AAPT”]. 

Dividends 
Telccam will pay a fully imputed fourth quarter dividend of NZ11.5 cenB 
per ordinary share in September 2000. bringing the dividend for the 
year ended 30 June 2000 to NZ46.0 cents. The full-year dividend of ,.’ 
NZ46.0 cents represents a distribution of approximately 98% of net .i i 
earnings before amortisation COSTS. The dividend for the year ended I&~ 
30 June 1999 was also NZ46.0 cents per ordinary share. .1 

Telecom is committed to further growth in the Australian market 
building on its shareholding in AAPT and supporting AApTs network 
investment programme. T&cam is also pursuing growth in its New 
Zealand-based business, including the roll-out of its CDMA mobile 
network and new broadband technologies. and expansion of 
international capacity through the Southern Cross Cable. 

These investments for future growth. including those which might 
arise in the future but which have yet to be identified. require Telecom 
to maintain strong cash flows and financial flexibiliw A rwiew of 
Telecom’s dividend policy has concluded that in the light of the planned 
growth in investment, a change in policy is appropriate. 

Consequently. Telecom has decided to implement a new dividend 
poliw, which will target a dividend pay-out ratio of around 50% of net 
earnings. This policy will be dependent on earnings. cash flow. and other 
investment opportunities that might arise in the future. 

As a matter of practice, Telecom will look to pay a dividend at the 
same rate in each of the first three quarters of the financial year. and 

, set the fourth quarter dividend at a lcvcl which accommodates the 
target ratio for the full year. 

Fourth ouartcr Dividends 

Ordinary shares NZ 11.5 cents 

American Depositary Shares ‘US 43.15 cent5 

Supplementary dividend (to non-resident shareholders) 

Per ordinary share NZ 2.03 cents 

Per Am&an Depositary Share ‘US 262 cents 

800K5 CLOSING DATES 

NZ. Australian Stock Exchanges# 1 September 2000 

New York Stock Exchange 31 August 2000 

PAYMENT DATES 

NZ Australia 15 September 2000 

New York 22 September 2000 



EFFECT OF AAPT 
AAPT’s results have been consotidated with T&corn’s results with effect 
from 1 December 1999. Accordingly Telecom’s consolidated results for 
the year include AAWs earnings (adjusted far consolidation items 
including minority interest and goodwill amortisation) for the seven 
months to 30 June 2000. 

Reconciliation of Earnings 
before and after AAPT 

Reported net earnings 

Deductshare of AApTs earningsl: 

Year Ended 30 June 
1999 2000 change 

NZ$M NZSM % 

634 783 6.1) 

Net earnings before abnormals 10 

Abnormals 12 

834 761 

Add bock: 

Amortisation of goodwill 32 

Funding costs relating to AAPT 
investment (after tax) 1 53 

Reported net earnings before AAPT 835 846 1.3 

Deduct narmalisations’ 9 - 

Normalised net earnings befor? AAPT 626 846 2.4 

# **er mioority interest 0”d eonsolidotion items. 
* ,999 earnings hove ken nomoliscd to exc,“de net o*“o,mo,s af,vm mi,,ion 

6ee ‘Abnovno, kerns7 and ,e,eclse Ofsurpplus t0.x provision (NZSS mm”,. 

vear Year 
ended ended 

30,““C 3oJ”ne 
,DW xn” ._ __ ____ 

INCLUDING AAPT 

Operating Margin [W’ 41.2 32.6 

Asset Utilisation [W)’ 71.5 70.0 

Net Interest Cover (time@ 12 5.1 

Return on Average Total Assets bbl~ 29.4 22.8 

Earnings Per Share (normalised) 47.1 440, 

Net Debt/Net Debt plusCapital Funds (‘X4 48.3 62.4 

EXCLUDING AAPT 

Operating Margin (Vb)’ 41.2 39.4~ 

Asset Utilisation I’%)z 74.4 73.8 

Net Interest Cover (timesI 7.2 7.4 

Return on Average Total Assets [%I* 30.6 29.1 

Earnings Per Share (normalised) 47, 46.3 

Net Debt/Net Debt plus Capital Funds 1%) 42.6 43.1 

I Normolised s”rphs from opem*io”*opcroti”g ,cYe”“e (before ob”ormol*,., 
2 operod”g revenue ~beforcobnormols]/~~~~e tom,osets (“etofcosb rmd 

**o~-terln i”vestnr”a,. ., 
3 NmnOkd S”q7l”S horn opperotions/net interest upcnsc lkfore inrcrest 

copiroliscd, i”C,“Sive Ofcopitol note mopon* 

FORWARD-L00~1NG STATEMENTS 
This Management Discussion and Analysis contains forward-looking 
statements. The words “believe”, ‘expect: “will’, ‘estimate”, ‘project’, 
“forecast’, “should: ‘anticipate”, ‘intend” and similar expressions may 
identify forward-looking statement5 Such forward-looking statements 
are based on the beliefs of the Company’s management as well as on 
assumptions made by and information currently available to the 
Company at the time such statements were made. Actual results could 
differ materially from those projected in the forward-looking statements 
as a result of the matters discussed herein and certain economic and 
business factors, sane of which may be beyond the control of the 
Company Such factors include. but are not limited to. competition in 
the New Zealand telecommunications market, the outcome of pending 
litigation, the effect of current or future Government regulation. 
technological change in the telecommunications industry. and the 
state of the New Zealand and Australian economies. 

TELECGM (EXCLUDING AAPT) 
Telecom’s net earnings (excluding AApT) of NZS846 million for 
the year ended 30 June 2000 increased by NZ$20 million. or 2.4%. 
compared with last year’s normaliscd earnings (excluding AAPTI of 
NZ$826 million. 

On a reported basis. earnings (excluding AAW increased by 
NZ$ll million, or 1.3%. for the year 

Ooeratintl revenues” 3.456 3.601 4.2 

Ooeratina expenses* 2.033 2.182 7.3 

Net earnings (reported1 835 846 1.3 

Normalised earnings 826 846 2.4 

EElT* (before abnormalsl 1,423 1,419 (0.31 

EBITDAY (before abnormals) 1,981 1,984 0.2 

” Excludes obnormob 
. Eor”ings bdm inrcresr ond tax 
# Eor”i”g* before interesf. tax. dcpreciotion OOd omortisotion. 

GVERWEW OF RESULTS (EXCLUDING AAPT) 

T&corn’s results before the effect of the investment in PAPT are 
summarised in the table on page 35. These results exclude the costs 
of funding the investment in AAm, and the effects of consolidating 
AAFT [i.e. goodwill amortisation and Tclecom’s share of AAl% port- 
acquisition earnings]. The consolidated Statement of Financial 
Performance on page 36 discloses the fully consolidated result. 

For 2000 Telecom has reclassified wholesale revenue previously 
included with interconnection revewe into national, international and 
data revenues.Volumes and prior period revenue have been restated for 
this reclassification. 



Mas~agement’s Disclassioa ad Analysis of Financial Condition 
and Wesults of operations 30 June 2000 

Total revenue (before abnormals) rose by 4.2% for the year to 30 June 
2000 compared with 1999. an impmvement an revenue growth in the 
year to 30 June 1999 of 1.0% 

Local Service 
Local service revenues consist of business and residential access. local 
call charges (predominantly paid by business customers), including 
Centrex and VPN. and enhanced network services products (Smartphone. 
messaging and call track). 

Variation - Oeercare NZS million5 % 

2000:1999 (2) IO.21 

Local service revenues decreased by NZ52 million. or 0.2% compared 
with 1999. 

Change 
local service 9b 

1999 2000 00:99 

B”51NESS & RESIDENTI*L ACCESS 

Revenue (NZ$m) 858 848 (1.01 

Access lines residential lOOOr) 1.339 1.348 0.7 

Access lines business (000~1 348 330 l5.21 
Centrex lines (000~1 76 80 5.3 

LOCAL CALLS. 

Revenue (NZSm) 133 133 - 

Call minutes (ml 3.221 3.348 3.8 

SM*RTPHONe, MESSAGlNG AND 
CALL TRACK 

Revenue INZhl 68 75 10.3 

Call minder mailboxes fOOO4 288 271 1.1 

The decrease in access revenue of NZ$9 million. or 1.0%. was largely 
due to the first full-year impact of a reduction in line rentals for 
business customers from January 1999. 

Local scwice revenue and access line growth have been affected by 
rhc entry of Saturn Communications (now Telstra Saturn Limited1 into 
the local service market. the migration of local acce55 to ISDN services 
and increased use of cellular phones. 

National 
National revenue includes calls to a location outside the caller’s local 
calling arca, including Centrex and VPN, calls to cellular networks 
originating within the fixed line network. National 0800 calls and 
operator xwiccs charges. 

Variation Intreasc NZ5 millions 4b 

2000:1999 
I 

4 0.6 
.I 

National revenue increased by NZW million. or 0.8%. for the year. .* 
largely due to increases in fixed line to cellular revenues offset by i 
a reduction in national calls revenue as a result of national toil 
price reductions. 

2.089 2,208 5.6 

170 13.6 (20.01 

Revenue (NZ$m) 

Interconnect cost (NZBml 

Gross margin (NZ$ml 

Call minutes (ml 

Average price (cents) 

NATlONAL Da00 

218 278 28.6 

44 71 61.4 

174 205 178 

429 570 32.9 

SO.8 48.4 (4.71 

Revenue (NZ$ml 110 119 8.2 

Call minute5 (ml 553 679 22.8 

Average price (cents) 19.9 17.5 (12.1) 

National calls revenue decreased by 15.4% largely as a result of 
an approximately 20.0% decline in the average price per call minute. 
reflecting various capped specials rate reductions. 

The 8ESi (Businesses Enjoy Savings on Tolls) pricing option was 
launched in February 1999 and w.% open far enrolmcnt until 30 April 
1999. This plan provided a ceiling to business customers on the cost 
of their tolls until 31 March or 30 April 2000. depending an when they 
enrolled. The ceiling was 10% lower than the customer’s average 
monthiy spend. 

In May 1999, new calling plans for residential customers were 
introduced. These plans offer different combinations of NZ$3 or 
NZ$5 capping and/or maximum off-peak and peak calling rates. 

Fixed line to cellular revenue increased by 28.8% The average price 
per minute for fixed line to cellular calls declined by 4.7%. but this 
was more than offset by a significant increase in call volumes resulting 
from the strong growth in cellular penetration. 

The growth in fixed line to cellular revenue was partly offset by 
an increase in the cost of interconnecting with other cellular carriers 
(see ‘Cost of Sales’). The fixed fine to cellular margin increased by lZ89b 
compared with last year 

International revenue includes outgoing international calls made 
in New Zealand, collect. credit card and “New Zealand Dircct” calls 
to New Zealand, receipts from overseas telecommunications 
administrations and companies for calls to New Zealand that use 
T&corn’s facilities and calls from international switched traffic 
transiting Telecom’s facilities (referred to as “transit Calls’). 

Variation -Increase NZO millions @A 

2000:1999 13 3.4 

International revenue increased by NZ$l3 million, or 3.4% due largely 
to growth in inward call revenue. 



Kcvenue(NZ$m) 209 194 (7.21 
Call minutes(m) 473 591 24.9 

Average price [cents) 44.2 32.8 (25..8) 

INWARD CALLS 

Revenue lNZ$m) 127 157 23.6 

Call minutes (ml 341 429 25.8 

Awase price Icents) 3z2 36.6 Il.61 

Maroin lNZ$ml 48 41 114.61 

Call minutes fml 377 549 45~6 

Average margin [cents) 12.7 7.5 (40.9) 

Growth in outward call minutes reflected the volume stimulation from 
price specials offered to New Zealand customers and significant price 
reductions over the past year. The annual average per minute charge for 
outward calls of NZ32.8 cents was 25.8% lower than in 1999. reflecting 
price reductions and frequent weekend specials. 

In February 2000. the price caps on conwmer Talk All Day 
pramatipns were reduced from NZ$S to NZ$4 for Australia and from 
NZ$lO to NZ$8 for the UK. US. Canada and Ireland. 

The increase in inward call revenue for the year resulted largely from 
increased call minutes. The increase in inward call revenue has largely 
been offset by an increase in the international outpayment included in 
cost of sales. This outpayment increased by 14.3% for the year. 

The net margin received from Telecom’s international business. 
excluding the transit call margin loutward and inward call revenue 
less the international outpaymend. decreased by 3.8%. 

The decrease in the transit call margin Irevenue net of outpayments) 
was largely due to lower average margins per call minute. The increased 
volumes from the transit business are attributable to the utilization of 
a variety of outward routing options and to new transit traffic won by 
Telecom’s points of presence (“POPS”] in the US. Japan. Australia and 
the UK. 

lntcrnatiansl margin 
NZb mi,,ims 

International outwards revenue 

International inwards revenue 

International outpayment 

Net international margin before transits 

I1541 I1761 14.3 

182 175 (3.9) 

Interconnect revenue is derived from charges for delivering to and/or 
accepting from other service providers local. national. international. 
cellular and 0900 calls. installation charges and interconnecting ,in+ 
and Sewice delivery point charges are also included. 

Variation ,ncrcase NZS millid’ % 

2000:1999 15 21.1 

Interconnection revenue increased by NZBlS million. or 21.1%. largely 
due to increased activity with existing carriers. 

For 2000 T&corn has reclassified wholesale revenue previously 
included with interconnection revenue into national, international and 
data revenues. Volumes and prior periods’ revenue have been restated 
for the revenue reclassifications. 

While interconnect revenue increased by NZ$15 million. interconnect 
costs. including the cost of interconnecting with other cellular carriers. 
increased by NZ$48 million. or 85.2% (see ‘Cost of Sales’). 

Cellular an* Other Mobile .serviees 
Cellular and other mobile services revenue comprises access and airtime 
charges for calls originating from Telecom’s cellular network (including 
international calls), revenue from paging and mobile radio services, 
cellular equipment [CPEI and other related services. 

variafian - InCreaSe NZS mi,lia”l 4b 

2000:1999 44 R~R 

Revenue from cellular and other mobile services grew by NZ$44 million, 
or 8.8% compared with 1999. Cellular revenue alone grew by 
NZ$42 million, or 9.9%. 

changr 

Total mobile revenue lNZ5ml 502 546 8.8 

Mobile cost of sales (NZ$ml 98 151 54.1 

Mobile gross margin INZBml 404 395 (2.2) 
CELLULAR 

Cellular revenue (NZ$ml 472 514 8.9 

Call minutes [m) 799 I.064 33.2 

Connections 

Total at period end (000s) 677 980 44.8 

Average during period (OOOSI 561 838 49.4 

Average revenue per customer 
per month Iexcl. CPEI - NZf 70.1 49.5 (29.4) 

Telecom had 980,000 cellular connections at 30 June 2000 compared 
with 677.000 at 30 June 1999. an increase of 448%. The continued 
strong growth in connedions is largely due to growth in the prepaid 
cellular business. 

Prepaid service has continued to be popular with consumers. but 
new pricing plans for postpaid customers, including free minutes and 
additional services. have also attracted large numbers of customers. The 
total number of prepaid customers. including third party connections, 
at 30 June 2000 was 513.OOD. appmximately 52% of total connections. 

The total number of cellular connections in New Zealand, including 
Vodafonc New Zealand’s (‘Vodafone”) connections. represents 
approximately 4% of the New Zealand population. This penetration 
level, when compared with other countries. suggests scope for 
continued expansion of this market. 

The mobile gross margin (total mobile revenue less cost of sales) 
decreased by 2.2% compared with 1999. largely as a result of an 
increase in cost of sales. Mobile revenue and the mobile margin. set 
out in the table above, do not include revenue from fixed line to cellular 
calls terminating on Telccom’s cellular network. 

Average revenue per cellular customer decreased by approximately 
29% compared with 1999. reflecting the higher proportion of prepaid 
connections. Revenue per prepaid connection is generally lower than 
revenue per postpaid connection. 

Mobile cost of sales increased by 54.1% for the year, reflecting the 
significant growth in the number of cellular connections over the past 
year Special promotions to attract new connections and encourage 
existing customers to upgrade their mobile phones contributed to the 
increase in mobile cost of sales. 
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Data 
Data revenue consists principally of revenue from data transmission 
services, dedicated leased lines and lntemet awas. 

Variation - Ihcre8sc NZS millions % 

*000:1999 75 21.0 

Data &venue increased bY NZ$75 million, or 210% for the year. This 
growth was driven by demand for bandwidth to support business 
networking and the increased penetration of the Internet. 

Data 

Internet revenue (NZ$ml 

Xtra registered customers [OOOs) 

Xtra dial-up hours (m) 

Average hours per active customer 

cilangc 
4b 

1999 2000 00:99 

43 67 55.8 

206 297 39.3 

17 47 176.5 

(per month) 

ISDN revenue (NZ$m) 

ISDN channels (000s) 

New World rwenue* (NZ$m) 

Old World revenue’ (NZSm) 

’ ErclVdCS I”te,lxtond h-ON rcvcnuc. 

11 20 81.8 

56 76 35.7 

53 72 35.8 

69 102 50.0 

191 187 12.11 

Internet revenue increased by N2824 million, or 55.9%. for the year 
Telecom’s Internet sewice provider ‘Xtra’ had approximately 287.000 
registered customers at 30 June 2000, compared with 206.000 at 
30 June 1999, an increase of 39.3%. Of the registered customers, 
approximately 79% were active during the last month of the year 

ISDN revenue increased by 35.7% for the year The increase in ISDN 
revenue partly reflected migration from basic access sewices. The 
number of ISDN channels at 30 June 2000 increased by 35.9% from 
30 June 1999. 

New World revenue [which includes ADSL. tanlink and frame r&Y) 
increased by 50% for the year reflecting the migration of customers 
to higher bandwidth and lower cost platforms. New World revenue 
comprised approximately 35% of data revenue (excluding Internet 
and ISDN) in 2000 compared with approximately 25% in 1999. 

m.xtoPies 
Directories revenue is derived largely from local advertising by 
businesses in both The Telephone Book and YEUOW PAGES” directories 
and various database services. 

Variation - InCreaSe NZ$ miliionr 9b 

2000:1999 15 9.3 

Revenue from regional directories increased by approximately 8% for 
the year as a result of both tariff and volume growth in both The 
Telephone Book and YELLOW PAGES* products. Revenues from 
specialised and LOCAL DIRECTORIES” increased by approximately 24% 
largely as a result of volume growth and two new LQCAL DIRECTORIES”. 

Equipment Revenue . 

Equipment revenue includes non-cellular equipment sales. installation’ , 
and CPE rental. 

Variation - Decrease PI216 million* d 

2000:1999 I251 02.91 

Equipment revenue decreased by N2$25 million, or 22.9%. compared 
with 1999. largely as a result of a reduction in equipment sales as 
Teiecom continues to reduce its equipment sales business. The impact 
on earnings of this decrease in revenue was largely offset bY a 
reduction in equipment cost of sales. 

Miscellaneous other services revenue is derived principally from 
software development. telecommunications sewices provided in the 
Cook Islands and Samoa and international outside plant projects. 

Variation - hea*e NZP miilions % 

*ooo:l999 7 12.3 

Operating Expenses m-zfore Abnarmald 

Variation - Increase NZ$ millions 9b 

2000:1999 149 z3 

Operating expenses increased bY NZ$149 million, or 7.3%. for the Year. 
The increase was largely due to higher cost of sales and other operating 
expenses. partly offset by lower labour costs. If cost of sales were 
excluded. expenses would have increased by 1.9% for the year. The 
increase in expenses excluding cost of sales reflects increases in the 
costs of growth areas such as Xtra, esolutions. the international points 
of presence and the costs of bidding for contracts in Australia (see 
‘Outsourcing contract with the Commonwealth Bank of Australia”). 

Labaur 

Variation - OeCreaSe NZS rnil,ion* 4b 

2000:1999 I611 l13.11 

The decrease in labour costs of N2861 million, or 13.146, for the Year 
largely reflected the outsourcing of information services to EDS 
effective from 1 September 1999. the sale of ConnecTcl effective from 
1 June 2000 and the full year impact of the outsourcing of operator 
sewices to SITEL during the 1999 financial year. The costs of 
outsourcing are included in “Other Operating Expenses’. These 
reductions were partly offset by salary increases arising from Telecom’s 
anwal salary review process. 

Personnel Numbers June J”“? 
,999 2000 Variation 

Operations 5,994 4.463 (1.531) 

Other 1,485 1.254 (2311 

7,479 5.717 (1,762) 

The decrease in personnel numbers since 30 June 1999 largely 
reflects the sale of ConnecTel and the outsourcing of information 
services to EDS. 

Depreciatian 

variation - InCRaSC NZ$ miilions % 

2000:1999 5 0.9 

Depreciation expense increased bY N2$5 million. or 0.9% in 2000. The 
year-on-year increase reflects the impact of the increasing fixed asset 
base resulting from capital expenditure. 

co* of Sales 
Cost of sales are costs directly attributable to revenue earned from 
international outward calls and leased circuits. equipment sales, cellular 
services. directories and the costs of interconnection. 

variation - InCrCase NZf millions 9b 

2000:1999 119 25.9 

Cost of sales increased by NZB119 million, or 25.9%. for the Year. This 
increase was largely due to higher mobile. international, interconnect 
and directories cost of sales partly offset by lower equipment cost 
of sales. 

Mabile cost of sales increased by NZ$53 million. or 54.1% 
[see ‘Cellular and Other Mobile Services”). 

ml 
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While the high rate of cellular connection growth is having a 
negative impact on short-term earnings performance due to the 
immediate write-off of cellular acquisition costs, the Company believes 
significant future revewe will accrue from its recent high number of 
customer acquisitions. 

Mast Australasian telecommunications companies have adopted 
the accounting policy of capitalising cellular acquisition cozts and 
subsequently amortising these costs overthe life of the underlying 
contracts. Telecom has considered adopting this policy but has decided 
against it at this time. Had Telecom adopted this policy effective from 
1 July 1999. mobile cost of sales would have been lower by 
approximately NZ$55 million in 2000. 

Interconnect expense increased by NZ$48 million. or 95.2%. 
reflecting increased volumes including the growth in calls from 
Telecom’s fixed line network to Vodafonc’s cellular network (see 
‘National”]. 

International cost of sales for outbound calls increased by 
NZ$22 million. or 14.3%. for the year reflecting growth in outward 
call volumes (see ‘Intcmational^). 

Other OperPting Expenres 
Other operating expenses include occupanr(. adv&tising. computer 
costs, bad debts. vehicle costs. ofice expenses. postage and agency, 
outsourcing costs and certain direct costs. which together represented 
approximately 80% of other operating expenses before capital 
recoveries. 

Variation lnercase NZ$ miiiionr 4b 

2000:1999 88 15.5 

The increase in other operating expenses largely reflected an increase 
in outsourcing casKThis increase reflected the outsourcing of 
information services to EDS effective from 1 September 1999, the full 
year impact of the outsourcing of operator services to SITEL during 
the 1999 financial year and the sale of ConnccTel. 

The increase in other operating expenses also reflects increases in 
other operating costs of growth areas such as Xtm. esolutions, the 
international points of presence and the costs of bidding for large 
corporate contracts in Australia. 

The following abnormal items reduced the 1999 surplus from operations 
Iincluding abnormals) by NZ$6 million. After tax. the abnormal items 
increased 1999 earnings by NZ$l million. 

,999 moo 
NZ$M NZ$M 

*BNORMAL REVENUE 

Liquidation of executive share ownership pian 

Cross border finance lease 

18 - 

15 - 

11 _ 

ABNORMAL EXPENSES 

Restructuring costs 

Onerous contracti provision 

“. 

15 - 

22 i- 

37 ; - 

See Note 4 to the consolidated financial statements for further 
comment on these abnormal items. 

Variation Decrease NZ$ millions 9b 

2000:1999 

Ioterest expense I131 (8.71 

Investment income 

Net interest expense’ 

(9) l20.01 

(4) (3.81 

* &d”dcr the cast offmdhg elhc investment in /APT 

The decrease in net interest expense for the year was partly due to 
lower short-term interest rates. The surplus from operations before 
abnormal items covered net interest (after investment income but 
before intcrcst capitalised) and capital note distribution costs 74 times, 
compared with 7.2 times in 1999. 

TaXBUO” 

Variation - Decrease NZS millions 4b 

2000:1999 (71 11.71 

The effective tax rate for 2000 was 31.3% compared with 31.9% for 
1999 and a statutory rate of 33%. 

capita, Expenditure 
Capital expenditure [excluding AAm amounted~ to NZ$643 million. an 
increase of NZ1629 million. or 4.7%, compared with 1999. Cash applied 
to capita, expenditure (excluding AAPn amounted to NZ$633 million. 
an increase of NZ$48 million, or 8.2%. 

Approximately 6oa/o of 2000 capital expenditure was spent on 
baseline investment including expenditure for renewal and growth 
ofTelecom’s core network [including the international and mobile 
networks]. The remaining capital expenditure was incurred in enhancing 
network capability to accommodate the increasing demand for data 
services and in the development of new products and services. 

In Februan/ 2000. Telecom commissioned communications 
networking company Lucentkchnologies INZ) Limited to build a mobile 
phone network based on the code division multiple access (‘CDMA”) 
standard. AAPT has also chosen the Lucent Technologies Group as a 
COMA supplier Teelecom and AAPT each selected Lucent Technologies as 
a result of independent evaluations, but Telecom believes that there are 
operating synergies and benefits with both companies choosing the 
same vendor. 

Excluding PAPT Telecom currently expects to spend approximately 
NZ$l billion on capital expenditure in the 12 months to 30 June 2001. 
This includes expected CDMA capital expenditure and purchases of 
capaciv from Southern Cross Cables Limited but excludes any potential 
acquisition of spectrum that may be purchased from the Government 
in the current spectrum auctions. 

LIauIDITY KONSOLIDATED) 
Telecom believes it has adequate internal and external resources 
available, including borrowing capacity, to finance its operating 
requirements. anticipated capital expenditure. dividends and 
investments. 

Cash Flows from Operating Activities 
Net cash flows from operating activities were NZ$1,545 million. a 
decrease of NZ$72 miilion, compared with 1999. Higher income tax and 
interest paid contributed to the decrease. while an increase in receipts 
from customers was largely offset by an increase in payments to 
suppliers and employees. 



Cash Flows from hwerting A&iities 
Net cash flows used in investing activities amounted to NZ$2.616 
million. compared with NZ$546 million for 1999.Ihe increase largely 
reflects ihe acquisition of shares in AAPT and Independent Newspapers 
Umited (‘INL”) and an increase in cash applied to the purchase of fixed 
assets. partly offset by the proceeds from the sale of ConnecTel and 
AAPT Sat-Tel. 

Cash Flaws from Financing Adiitier 
Net cash flows from financing activities were NZ51.122 million, 
compared with cash used of NZB1.064 million in 1999.The increase in. 
2000 was largely due to net proceeds from short-term and long-term 
debt to fund the AAPT acquisition. 

Telecom has declared a fully imputed dividend for the fourth quarter 
of NZ11.5 cents per share, a total of NZB202 million, to be paid in 
September 2000. 

A supplementary dividend of NZ$25 million will be paid to 
shareholders who are non-resident in New Zealand. Telecom receives 
an equivalent tax credit from the Inland Revenue Department for this 
ama”nt. 

In February 1998 Telccom New Zealand Finance Limited (‘TNZFL’). 
another T&corn financing subsidiary. issued USb300 million worth 
of Restricted Capital Securities (“Capital Securities”) to United States- 
based institutional investors. Such securities are 5imilar to TeIeNotes. 
US$150 million of such securities have a fixed coupon of 5.25% and will 
be redeemable in 2003. The other US$EO million have a fixed coupon 
rate of 6.5% and will be redeemable in 2008. Telecom has entered into 
cross currency interest rate swaps to remove the exposure to exchange 
rate fluctuations that would otherwise result from the issue of the 
Capital Securities. On the redemption dates in 2003 and 2008, also 
referred to as election dater. holders may elect to retain some or all of 
their Capital Securities for a further period on terms specified by TNZFL 
or require redemption. TNZFL has the option to redeem the Capital 
Securities including any unpaid interest for cash and/or by procuring 
the issue of American Depositary Shares representing ordinary shares 
of T&corn (valued at 9’W of the then-current market value) to the 
holders of the Capital Securities. 

Cash and Short-term hwertmentr 
Telecom had cash and short-term investmentS of NZ$698 million 
at 3OJune 2000, compared with NZ$143 million at 3DJune 1999. 

Telccom has available unutilized committed faciiities of 
USBZOO million, as well as other substantial uncommitted borrowing 
CapaciW. AAPT has available unutilised committed facilities of 
A560 million. 

Tclecom is exposed to market risk primarily from changes in interest 
rates and foreign currency exchange rates. Tclccom employs risk 
management strategies including the use of derivatives such as interest 
rate swaps. interest rate options, foreign currency forwards, foreign 
currency options and cross currency interest rate swaps to manage 
thcx exposures. Any gains or losses on these hedging financial 
instruments arc generally offset by gains or 1osses on the underlying 
exposures being hedged.Telecom monitors the use of derivative 
financial instrwnents through the use of well defined market and credit 
risk limits and timely reports to senior management. Telecom does not 
hold or issue derivative financial instruments for trading purposes. 

Debt 

Tclecom iz also exposed to market risk arising from changes in equity 
prices with respect to its investments in shares in listed companies. 

Total interest-bearing long-term and sholt-term liabilities amounted to 
NZa4.323 million at 30 June 2000 compared with N282.067 million at 
30 June 1999. 

Net debt amounted to NZ53.591 million at 30 June 2000, compared 
with NZB1.898 million at 30 June 1999. The net debt to net debt pius 
capital funds ratio was 62.4% at 30 June 2000, compared with 48.3% 
at 30 June 1999. Net debt is deemed to consist of total long and rhort- 
term debt, net of cash and short-term investments and a term deposit 
of NZ534 million at 30 June 2000 lNZ$26 million at 30 June 1999). 
Capital funds include shareholders’ funds. capital notes ITeleNotes and 
Restricted Capital Securities1 and minority interests. 

The estimated fair value of Telecom’s long-term debt at 30 June 2000 
was NZ$3.146 million compared with its carrying amount of NZ$3.049 
million (stated inclusive of the effect of hedging transactionsI. The 
estimated fair value of long-term debt at 30 June 1999 was NZ$1,314 
million, compared with its cariying amount of NZS1.250 million [stated 
inclusive of the effect of hedging transactions). The fair values are 
based on Telecom’s fixed rates of interest on debt in comparison to the 
prevailing market rates in effect at 30 June 2000 and 30 June 1999 for 
instruments of a similar maturity 

The objectives of interest rate risk management are to minimise the 
cost of net borrowings and to minimize the impact of interest rate 
movements on Telecom’s interest expense/net earnings within policies 
approved by the Telecom Board of Directors. 

As at 30 June 2000, Telecom had hedged approximately 
NZBiO million of short-term debt through the use of an interest rate 
swap compared to NZ830 million that was hedged in this manner at 
30 June 1999. As at 30 June 2000. interest rate options tofalling 
NZ$450 million had been transacted to hedge forecast short-term debt. 
As at 30 June 1999. interest rate options totaIling N7$300 million had 
been transacted to hedge forecast short-term debt. Interest rate swaps 
have also been used to convert Telecom’s floating rate obligations on 
term funding into fixed rate obligations. 

The following table provides a sensitivity analysis of the estimated 
fair values of long-term debt, capital notes and related derivatives. 
assuming an instantaneous 100 basis point upward and downward 
parallel shift in the yield curve as at 30 June 2000 and 1999. 

TeleNates and Restricted Capita, Securities * 
In 1997 TCNZ finance Limited (‘TCNZ Finance’), Telec?m’s main i 
financing subsidiary issued capital notes known as WeNotes”. 
TeleNotes on issue at 30 June 2000 amount to NZ5438 million. .’ i 

TeleNotes arc unsecured subordinated securities which pay a fixed ’ 
coupon rate to the holder between election dater On an election dati 
holders may elect to retain some or all of their TeleNotes for a further 
period on terms specified by TCNZ finance or require redemption. TCNZ 
Finance has the option to redeem the TeleNotes. including any unpaid 
interest, for cash and/or by procuring the issue ofTelecom shares 
(valued at 90% of the then-current market share price) to the holders 
of the TeleNotes. 

Fair YalUC Fair YalUL 
assuming ,w arsuming ICC 

basis point basis point 

Long-term debt, capital notes 
and related derivatives 4.1 3.9 4.4 

AS AT 30 JUNE 1999 

Long-term debt, capital notes 
and related derivatives 2.3 2.2 2.4 



Foreign Exchange Risk Nlrnagement 
The objective in managing foreign exchange risk is to protect against 
the risk that the eventual New Zealand dollar net cash flows resulting 
from purchases from foreign suppliers and foreign currency borrowings 
and expenditure will be adversely affected by changes in foreign 
currency exchange rates. 

As at 30 June 2000. Telecom had used cross currency interest rate 
swaps with a contract value of NZ$2,063 million to hedge long-term 
debt denominated in US dollars, Euros. Swiss francs and Japanese yen. 
Such swaps were also used to hedge the issue of NZ$512 million 
equivalent of US dollar denominated Restricted Capital Securities. As at 
30 June 1999, Telecom had used cross currency interest rate swaps with 
a contract value of NZ$925 million to hedge long-term foreign currency 
denominated debt and Restricted Capital Securities. 

As at 30 June 2000, Telccom had also used foreign exchange 
forwards and foreign currency options with contract values of NZS1.138 
million to hedge short-term debt (principally denominated in US 
dollars], firm purchase commitments [mainly denominated in US dollars 
and Japanese yen). and partially hedge the investment in AAPT Limited. 
As at 30 June 1999, the contract value of such instruments was 
N.Bl.500 million. 

The following table provides a sensitivity anal+ of the estimated 
fair values of foreign exchange contracts hedging firm purchase 
commitments and the investment in AAPT in 1999, assuming a 10% 
increase or decrease in the various exchange rates to which T&corn 
is exposed. 

Foreign currency forward exchange 
contracts, and options 

A5 AT 30 JUNE ,999 

60 4 127 

Investment in AFT 

Foreign currency forward 

337 324 352 

exchange contracts 2s (41 59 

The functional current/ for nearly all of Telecom’s foreign opeations is 
the local currency The translation of statement of financial performance 
and statement of financial position balances of these entities into New 
Zealand dollars results in translation adjustments. which are recorded in 
the foreign currency translation reserve. As at 30 June 2000, Telecom’s 
primary translation exposure was to the Australian dollar in respect of 
the Australian subsidiary that holds the investment in AAPT This 
exposure is partially hedged, with gains or losses on the hedging 
contract also recorded in the foreign currency translation reserve. 

Equity Risk 
During the.year ended 30 June 2000,Telecom acquired minority 
investments in publicly listed companies. These investments expose 
Telccom to the risk of movements in the market prices of these listed 
securities Telecom does not hedge this risk. TheSfollowing table provides 
a sensitivity analysis of the &mated fair value of listed securities.8 
assuming a 10% increase and decrease in the market prices of ,’ 
securities in which Telecom hoids investments. _I 

NZ$ mihm 

AS AT 30 JUNE 2000 

Fair Value Fair value 
assuming assuming 

10% wb 
Fair increase in decrease in 

value share price share price 

Listed securities 158 173 142 

ECONOMIC TRENDS 
Telecom’s operations are significantly affected by the state of the New 
Zealand economy Gross Domestic Product I’GDP”] grew in real terms by 
4.4% for the year ended March 2000, after a contraction of 0.2% in the 
year ended March 1999. 

Growth is forecast to continue over the next two years although 
with moderation in the rate of growth. The New Zealand Institute of 
Economic Research reports Uune 2000) a consensus among forecasters 
of 4.0% for GDP growth in the year to March 2001; the consensus for 
the March 2002 year is 3.Oob. These forecasts reflect expected growth in 
export sales by primary producers and manufacturers, and higher levels 
of domestic spending by the Government. Services are an expanding 
component of the economy. with communications mnzistently among 
the sectors of fastest growth. 

New Zealand’s balance of payments deficit deteriorated in the year 
ended March 2000 (NZW.3 billion1 but the consensus forecast is for 
steady improvement by March 2002, due to rising export sales and 
reduced demand for imports. Inflation is widely expected to remain 
low. with annual rates held between 2.0-3.0%. The official rate of 
unemployment is forecast to continue declining from 6.4% in March 
2000. to 5.5% in March 2002. The New Zealand population was around 
3.8 million in June 2000. 

COMPETlTWE ENWRONMENT 

New Zealand has highly competitive markets in telecommunications 
services. governed by theTelecommunications Act 1987 and the 
Commerce Act 1986. There have been no statutory entry barriers to 
telecommunications markets since 1989 and services are provided by 
substantial network operators in addition to Telccom. These include 
Vodafone. Telstra Saturn Limited (‘Telstra Saturn’) and Clear 
Communications Limited (‘Clear”). a wholly owned subsidiary of British 
Telecom. Telecom continues to be subject to Kiwi Share Obligations 
(‘KSO’] under which it must maintain a free local calling option for 
residential customers in all areas of New Zealand where such services 
were provided in 1990. 

In February 2000. the Government established a Ministerial Inquiry 
into Telecommunications, with an objective to *ensure that the 
regulatory environment delivers cost-efficient. timely and innovative 
telecommunications Sewices on an ongoing, fair and equitable basis 
to all existing and potential users’.This inquiry is due to make policy 
recommendations in September 2000. A draft report in June 2000 
proposed ‘industry self-management with regulatory underpinning”, to 
be provided by a new industry forum and an Electronic Communications 
Commissioner Telecom has made extensive submissions to the inquiry 
stating the importance of industry agreement on principles for network 
interconnection and of continuation of the KS0 with modifications 
that recognise industy developments since 1990. Telecom expects 
amendments will be made to legislation governing telecommunications 
as a result of final recommendations from the inquiry 

Under the Telecommunications (Information Disclosure) Regulations 
1999. Telecom will be required tc disclose the value of residential 
sewice subsidies under the KS0 and report on the financial results of its 
local access network business separate from all other operations. These 
disclosures will initially be~for the six months ended 30 June 2000. 

Telccam has extensive interconnection arrangements with other 
network operators and sewicc providers. These agreements cover 
international services, national and local voice services, data services. 
cellular services, Internet sewices and mobile trunked scwices. Telecom 
now has interconnection agreements with 11 other carriers. Of these, 
eight have the ability to offer local sewices and in each case Telecom 
has a number portability agreement in place enabling competitors to 
provide customers with the option of changing between local service 
providers without the need to change numbers. 
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During the year under review. Telecom and Vodafone renewed and 
amended the interconnection arrangements between their networks. 
In July 2000, Telecom and Telstra Saturn reached a comprehensive 
new agreement on interconnection, wholesale services, Internet traffic, 
pole-sharing and settlement of litigation on rebilling. This agreement 
introduced the principle of “bill and keep”, involving no payment for 
the termination of prescribed local calls where volumes of those calls 
between networks are reasonably in balance. The renegotiation of 
interconnection terms with Clear was commenced in May 2000. 
The current interconnection agreement with Clear expires in 
December 2000. 

In addition to those companies with which Telecom has 
interconnection. numerous other organisations offer voice-calling 
services from overseas or by re-selling services from network operators 
in New Zealand. As at 30 June 2000 approximately 150 Internet Service 
Providers l?SPs”) operate in New Zealand and 103 of these have asked 
for access to the Telecom network through 0867 dial-up numbers. 
Telecom competes in the ISP market through its Xtra operation. 

Telecom also faces competition in leased-line services. paging, 
directory publishing and suppI! and installation and maintenance 
of customer premises equipment (‘CPE’). Telecom expects strong 
competition to continue in New Zealand telecommunications markets. 

Telecom is currently involved in a number of legal proceedings. 
including lawsuits brought against and by Clear relating to a 
varieQ of issues, including the terms on which T&corn provides 
interconnection. Clear’s failure to make payment of certain charges 
under its interconnection agreement Telecom’s bundling practices and 
Telecom’s 0867 service CallPlus Limited and two other companies have 
proceedings against Telecom in relation to Telecom’s 0867 sewice. 
The Commerce Commission has issued pmceedings against Telecom 
claiming that the introduction of 0867 constituted a use by Telecom 
of its dominant position for proscribed purposes. AAPT is currently 
involved in lawsuits brought by and against Telstra Corporation. See 
Note 21 to the consolidated financial statements for further comment 
an these proceedings. 

The legal proceedings pending against T&corn and AAPTinvolve 
claims for substantial damages and other relief. There can be no 
aswrance that such litigation will not have a material adverse effect 
an Telecom’s and AAPTs business. financial condition or results of 
operations. 

OTHER MATTERS 

Southern Cross was established in October 199.5 to build, own. operate 
and maintain a trans.Pacific fibre optic cable network (called the 
Southern Cross Cable Network) as well as market capacity on the 
cable. Telecom. Cable & Wireless Dptus and MCI WorldCorn are the 
shareholders in Southern Cross. Telecom holds a 50% equity interest. 

Testing is currently underway as Southern Cross prepares to bring its 
31.000 km trans.Pacific cable into Service in November 2000. Southern 
Cross expects to deliver a network incorporating a 611 fibre ring linking 
Australia, New Zealand. fiji and Hawaii. and a direct link from Hawaii to’ 
Oregon and to California (which are terrestrially linked). 

Southern Cross cable construction costs are being funded through“ ,I 
a &$&IO million external credit facility and interim funding provide$’ 
by the shareholders. Telecom has committed to provide up to US$lSO 
million as part of this interim funding and as at 30 June 2000 Telecom 
had advanced US5120 million (excluding accrued interest) as part of 
this interim funding arrangement. Southern Cross plans to refinance the 
external creditfaciliQ, and repay all outstanding interim funding from 
shareholders on or before 15 November 2000. 

Southern Cross will hold its third Data Gathering Meeting (“DGM”] in 
Hawaii in August 2000. The company’s two previous DGMs generated 
total capaciQ sales of around US$l.l billion. 

Based on current capacity commitments and expected revenue 
forecasts, it is expected that Southern Cross will repay borrowings in 
the first few years after completion of construction. 

Prior to 31 December 1999, the accumulated equity accounted losses 
of the Southern Cross group included a provision against Telecom’s 
advance to Southern Cross Cables Holdings Limited, a Southern Cross 
group company Now that capacity sales commitments have largely 
covered the cable construction costs there is no longer a requirement 
to maintain the provision against this advance. 

During April 2000. Telecom announced the sale of ConnecTel. its 
network, design. build and maintenance subsidiaw to Downer Group 
Limited. Many telecommunications companies already use outside 
contractors and it is no longer necessary for Telecom to own a 
contractor in order to maintain the high qualiQ of its service. Teiecom 
will continue to work closely with CoonccTel, which has won a 
significant number of Telecom’s design, build and maintenance 
contracts in a competitive tendering process. 

The transaction settled on 1 June 2000. The sale had a minor 
favourable impact on Telecom’s earnings. 

tnvertment in Em New Zealand Limited 
Telecom has acquired a 10% shareholding in EDS New Zealand Limited 
(“EDS’). announced when Telecom outsourced its IT requirements to EDS 
in September 1999. 

The agreement also includes options for Telecom to acquire further 
shares in EDS between 1 September 2000 and 31 March 2004. If these 
options are exercised Telecom could take a shareholding of up to 49% 
Telecom has appointed two representatives to the board of EDS 

Telecom, in conjunction with AAPT and EDS Australia, has entered final 
negotiations with the Commonwealth Bank of Australia (‘CBA’) to 
provide outsourccd telecommunications to support CBA’s online 
leadership position in a five year. AS500 million deal. Under the 
outsourcing arrangementTe!ecom will lead a consortium that provides 
CB& telecommunications services including: IP-anywhere network 
capabiliQ; managed network services for data. voice, video, and EFIPOS; 
remote access and international network services; consulting on all 
telecommunications requirements and risk, SecuriQ and performance 
management. 

During the year Telecom purchased a 10% stake in INL Through this 
sm1811 strategic position. Telecom hopes to build a closer relationship 
over time, in order to provide a further opportunity for accessing 
potential synergies in the future. This relationship should enhance 
Telecom’s transition from a traditional telecommunications company 
to an online and evolutions provider. 

Corporate Va.ture Capital Fund 
During the year Telecom established TMTVentures. a corporate venture 
capita fund with a target of NZ$lSO million to be invested in new 
growth businesses in the technology. media, and telecommunications 
sectors of New Zealand and Australia. 

Telecom proposes to make a cornerstone investment of up to 
NZ$40 million in TMTVentures and has appointed a joint venture 
between United States-based Advent International and Direct Capital 
(New Zealand’s largest venture capitalistl. to manage the fund. 



During 2000. Telecom entered into an alliance with EDS and Microsoft 
in New Zealand, to develop and market packaged and rustomised 
electronic commerce products and sewices for New Zealand businesses 
using the brand “esolutions”. The esolutions alliance facilitates provision 
of services by its members as “applications sewice providers’ and 
“applications infrastructure providers’: 

Services provided under the auspices of the esolutions alliance are 
designed to meet the needs of businesses of all sizes and complexities 
(except small ‘of6ceslhomc ofices and at any stage of their 
development. esolutions alliance members specialise in providing 
packages that meet the complex requirements of businesses and enable 
them to function online. These packages include hosted applications 
based on the “virtual office”. esolutions alliance members draw on the 
complementary assets. expertise and business associations of Telecom, 
ED5 and Microsoft. 

AAPT 

AAm Earnings for the *even month* 
to 30 Ime 2000 

7 months to 
June 2000 

Doeratino revenues 593 

Oeeratinu costs 570 

EBIT 23 

EEITDA 51 

Abnormal items [before taxl 23 

Net earninas includina abnarmals 32 

AAPT’s reported net earnings for the seven months to 30 June 2000 
were A$32 million. AAPT contributed NZBlO million of net earnings 
before abnormals to Telccom’s consolidated net earnings for 2000. This 
contribution was after allowing for minori?y interests in AAPTs net 
earnings before abnormals and consolidation adjustments for 
differences in accounting policies. 

Allowing for minority interests and the amounts required to be 
applied to Telecom’s fair value of AAPTs assets at the time of 
acquisition. AAPT’s abnormal items of A$23 million [see “Abnormals”) 
resulted in a NZ512 million contribution to Telecom’s consolidated net 
earnings for the year 

AbnormalP 
Over the seven month period AAPT reported abnormal income before 
tax of A523 million resulting predominanth/ from the sale of AAPTs 
wholly owned subsidiary AAPT Sat-Tel. partly offset by the impact of 
changes in accounting policies. 

During the seven month period. AApl changed its accounting policies 
in areas Elating to subscriber acquisition costs and the recognition of 
future benefits arising from international return traffic. following a 
review of it5 accounting policies. 

Capital expenditure for the seven month period of A5180 million ,. 
included major expenditures for the LMDS and CDMA networks as &II 
as further expansion of AAPTs backbone which includes acquisit’un of 
capacity from Dptus and deployment of optical fibre through the central 
business districts of Australia’s major capita cities. During the year 
AAPT has invested in international cable arrangements including the 
Sea-Me-We3 cable system linking Australia to Europe through Asia and 
preparatory work in anticipation of the completion of the Southern 
Cross link to the USA. 

Based on current forecasts, AAPT expects to invest in excess of A$500 
million in the full year to 30June 2001 as it continues to pursue further 
development of its first mile access capabilities via roll-out of its LMDS. 
CBD Fibre. xDSL and CDMA networks. 

In March 2000, AAPT Limited was assigned an ‘A+’ long-term and ‘A-l’ 
short-term corporate credit rating by Standard and Poors, with a stable 
outlook. This followed a request by AAPT for a credit rating in order to 
assess its debt-funding opportunities. Having received this credit rating, 
AAPT was able to source investment grade debt at a lower cost. The 
rating also expands the options available to AAF7 to meet current and 
future capital expenditure requirements. 

Following this positive credit rating and as part of its funding 
programme AAPT announced in early July 2000 that it had established 
an A$600 million debt funding securities programme comprising 
Commercial Paoer and Medium Term Notes. 

B”Bi”esO. Corpate an* Government Tenders 
During the period AAPTs Business, Corporate and Government I’BCG’I 
division won a number of significant tenders. 

It has a major involvement in the recently awarded Commonwealth 
Bank telecommunications contract. led by Telecom. AAPTs role in this 
contract will be a5 the carrier of voice. data and video services. In 
addition to the benefits of increased revenue and the ability to further 
leverage its network infrastructure. AAPT believes the Commonwealth 
Bank contract will strengthen its credibility in the corporate market and 
this in turn will enable AAPT to capture further opportunities in this 
market in coming period: 

Other major contracts include the A$18 million contract to provide 
outgoing voice services to Centrelinkand the Department of Family 
and Community Services. 

The BCG division is also leveraging and driving benefits from the 
relationship with Telecom. Both companies are working together and 
have achieved success in securing TransTasman telecommunications 
business on both sides of the Tasman. 

AAPT owns and operates the largest secure private IP network 
in Australia for the Victorian Government called VicDne. 

During the year VicOne was expanded to link over 3.500 sites, 
including schools, hospitals, police stations, courts and all other public 
sector facilities and currently services over 700.000 daily users. 

As part of this expansion. the South West Alliance of Rural Hospitals 
connected its state-of-the-art Internet-based communications systems 
to VicOne. enabling the participating hospitals to move ail their data. 
voice and video over the network and saving them an estimated 
A$400.000 annual,y. 

As at 30 June 2000 AAPT Smartchat. A4Pi”s residential telephony 
division, had signed up over 300,000 or 5% of the overall residential 
local call market since launching its bundled residential telephony 
product in late 1999 following the Australian Competition and 
Consumer Commission (ACCC) ruling in July 1999 that Telstra must 
offer wholesale local call sewices to its competitors. 

As a result of this launch and AAms marketing push into regional 
Australia, AAPT has established an additional call centre with 300 seats 
in Bendigo. Victoria. This call centre currently has 100 seats and will 
be fully operational by June 2001. An interim go-seat facility has been 
established in Melbourne to accommodate the demand arising from the 
bundled residential telephony product promotion. 
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In October 1898, AAPT Regional & Rural was formed to address the 
telecommunications needs of regional Australia and provide solutions to 
this market. As part of this initiative, AAV recently won a tender as the 
primary telecommunications carrier to one of Australia’s first regional 
communiQ owned telecommunications companies, the Bendigo 
CommuniQTclco Group. 

Further Developin. !=irrt Pate access Capabili*ier 
AAPT remains focused on further developing irs first mile access 
capabilities as this will enable AAPT to deliver more services to its 
customers over its own network 

AAPT is committed to expanding its first mile access capabilities, 
through rolling out its LMDS, CBD Fibre. xDSL and COMA networks. By 
doing so AAPT anticipates achieving better margins rather than relying 
on other carriers and also delivering its customers the benefits of faster, 
higher qualig more innovative, competitively priced products and 
sewices. 

Local Multipaint Distribution Service (“LMDS”1 
AAPT is currently rolling out a broadband wireless network around 
Australia based on LMDS technology 

LMDS is currently being used commercially by customers in 
Melbourne, including the provision of high-speed Internet xccss to a 
number of schools on the VicOne network and the provision of voice. 
data and high speed Internet to a number of corporate CBD-based 
c”storrlers. 

This network complements AAPTs existing investment in voice and 
data switching capabilities and CBD fibre loops. It enables the company 
to deliver up to and beyond 100 Mbps per customer site and provide 
voice services; high-speed data and IP-based Services and emerging 
multi-media applications (for example, video on demand and 
information content). 

During the current year the focus of the LMDS roll-out was on 
testing, site acquisition, site build and integration with the AAPT core 
network. 

AAPl’s deployment of point to multi-point LMDS has been impacted 
by delays in the delivery of equipment. AAPT is working closely with the 
joint owners of SpectraPoint, Motorola and Cisco Systems, to address 
the issues. 

In the interim. AAPT is continuing to deploy point to point LMDS 
equipment using the spectrum purchased in 1988. 

AAPT is building a fibre optic network in the six capital ciQ CBD areas 
which directly connects high-volume customers to AAPTs network via 
a high-speed link. 

AAPT has 888 kilometres of fibre optic cable in the CBD and 
metropolitan areas of Sydney Melbourne, Brisbane, Adelaide, Perth and 
Canberra, and as at 30 June had fibred 217 buildings. This will provide 
savings from the elimination of high cost Telstra leased circuits 
connecting Telstra’s gateway exchanges to AAPT switches. 

Acquisition of Natlonat High Bandwidth Network 
In March 2000. AAPT and Cable &Wireless Dptus @ptus’) signed an 
agreement under which AAPT will acquire a high bandwidth network 
on Optus’ national backbone linking Cairns, Brisbane Sydney Canberra,’ 
Melbourne, Adelaide and Perth. Also as part of this agreement. Optw,’ 
will provide 50 regional drop off points and AAPT will install equipmenf 
to link the drop off points with its regional points of presence. ; 

This acquisition will provide AAPT with significant additional capaciQ 
to carry more traffic on its own network, further reducing interconnect 
costs with other carriers and therefore reducing AAPTs transmission 
costs. 

.&APT is currently working with Optus to implement this agreement 
and expects to have full use of this network by the first quarter of 2001. 
In the interim, and as part of this agreement. .AAPT has use of Optus’ 
backbone network. 

Ceslular One and AAPT Mobile 
Cellular One and AAPT Mobile are both resellers of Vodafone and Optox 
GSM products and during the year. despite competition in the mobile 
market. reported an increase of 28.5% to approximately 215.000 
c”stomers. 

AAPT expects competition in the GSM mobile market to further 
intensify in the coming periods due to the advent of new technology, 
the reworking of existing products and the influx of new competitors. 
To combat this competition and strengthen its distribution channels 
with the forthcoming launch of AAKs CDMA mobile network, Cellular 
One will open a number of new retail outlets over the coming periods, 
increasing the number to approximahly250. 

Code Division Multiple Aeecsr tCDMA) Mobile Network 
AAPT owns 800MHz spectrum with an addressable market of over 55% 
of the Australian population and is rolling out a mobile network based 
an CDMA technology. 

Roll-out of this network began earlier in 2000. following AApTs 
decision to contract US communications networking company. Lucent 
Technologies. to build and support its A$500 million CDMA mobile 
network. As part of this contract, AAPT has an option to migrate its 
CDMA network to 36. Tclecom has also contracted Lucent as the 
supplier for its CDMA mobile network. 

Initial roll-out has been slower than planned, due to factors related 
to base station site acquisition. and as such PAPT expects to launch 
its network commercially in the first quarter of 2001. Prior to this, 
a soft commercial launch is planned for South East Queensland in 
November 2000. 

Itiernet and e-Commerce Business 
During the period AAPTcontinued to enhance its Internet and 
e-commerce business throush acquisitions. strateqic alliances _ 
and partnerships. 

To enhance its residential Internet offerings, AAPT entered a SO/50 
venture with America Online. 

In the business Internet space. connectcomau. which is one of 
Australia’s largest Internet access and e-commerce providers and a 
wholly owned subsidiary of AAPT together with AAPT acquired 
Australian e-commerce solutions provider, Commerce Solutions; entered 
an e-procurement licensing agreement with US software provider. Ariba: 
and acquired 80% of EC-Pay PQ Ltd, which owns and markets a 
specialist Internet-based service for the superannuation industry. 

The two regulatory areas that will impact AAPT this year are the 
progress of arbitration and further introduction of Number PortabiliQ 
(see below). 

Arbitration 
AAPT is currently engaged in eight arbitrations under the Access regime. 
Accent decisions by the ACCC in relation to Telstra PSTN Access 
undertakings had favourable outcomes for AAPT. AAPT is awaiting 
indication of the progress on three arbitrations. seeking to reduce the 
price of Fixed to mobile calls 

Local Number PortabiliQ (“LNP’I has been xilable to all carriers since 
November 1889. Customers can now keep their local numbers when 
taking AApTs bundled residential telephony sewice. 

Freephone Number PortabiliQ will be available from 18 November 
2000 and Mobile Number Portability (‘MNP’) from 25 September 2001. 
Both are fawurable for AAPT as they will increase the attraction of 
AAPT services to customers. 



RECENT US ACCOUNTING PRONOUNCEMENTS 
The future impact of recent US accounting pronouncements issued by 
the Financial Accounting Standards Board [‘FASB’) and Securities and 
Exchange Commission (‘SEC’) applicable to Tclecom’s financial 
statements is discussed below. 

w4SQ Acecounting Standard - Derivatives and Hedging 
*ftivitiea 
10 June 1996, the Financial Accounting Standards Board IFASB) issued 
Statementaf Financial Accounting Standards (SFA.9 133. ‘Accounting 
for Derivative Instruments and Hedging Activities’. 

This statement requires entities that use derivative instruments to 
measure these instruments at fair value and recognisc them as either 
assets or liabilities on the balance sheet. It also requires entities to 
reflect the gains or losses associated with changes in the fair values 
of these derivatives, either in earnings or as a separate component of 
capital funds, depending on the nature of the underlying contract or 
transaction. 

In June 1999. the FASB issued SFAS 137. “Accounting for Derivative 
Financial Instruments and Hedainq Activities - Deferral of the Effective 
Date of SFAS 133’. This statem&t;ddresses certain implementation 
i.sues as well as deferring the effective date of SFAS 133 to financial 
years beginning on or after 16 June 2000. 

In June 2000. the FASB issued SFAS 136. ‘Accounting for Certain 
Derivative Instruments and Hedging Activities - an amendment of SFAS 
133’. This standard further amends the accounting and reporting 
standards of SFAS 133 for certain derivative instruments and certain 
hedaina-activities. SFAS 136 makes no further amendment to the 
effe&v> date of SFAS 133. 

Tclecom adopted the provisions of SFAS 133 for US GAAP reporting 
purposes at 1 july 2006. The types and purposes of derivative financial 
instruments entered into by Telecom are described in Note 19 to the 
consolidated financial statements. Due to the qualifying nature of 
T&corn’s derivative financial instruments for hedge accounting under 
SFAS 133. the application of SFAS 133 is not considered to have a 
material impact on Telecom’s financial statements. 

SEC staff Aeco”“ting Bulletin - Revenue Recognition 
In December 1999. the SEC issued Staff Accounting Bulletin (SABI 
No. 101. “Revenue Recognition in Financial Statements’. SAB No. 101 
provides additional guidance on rwenue recognition, as well as criteria 
for when revenue is generally realised and earned, and also requires the 
deferral of incremental direct selling costs. 

In March 2000. the SEC issued SAB No. 1OlA”Amcndment: Revenue 
Recognition in Financial Statements”, followed in June 2M)O by SAB 
tOlB “Second Amendment: Revenue Recognition in Financial 
Statements’. The effect of these amendments is to defer the effective 
date of SAE! 101. Telecom will now have to adopt SAB 101 in its US GAAP 
reconciliation for the year ending 30 June 2001. 

Telecom management is currently evaluating the impact of the 
adoption of SAB 101 on the financial statements. 

GLOSSARY 

ADSL (Asymmetric Digital Subscribers Line) -A technology for 
delivering a high bit rate link to customers over ordinary copper. Data 
rates can reach 6 Mbit/s from the exchange to the customer and 640 
bit/s in the other direction. 

Bandwidth -Transmission capacity The larger the bandwidth, the 
greater the capacity of voice. video or data that can be carried. 

CDMA (Code Division Multiple Access) -An advanced radio 
spectrum sharing technique used in new digital mobile networks. 

Centrex -The use of conventional PYN lines and phones 50 that they 
appear to be part of a private network. Features include traditional PBX 
features. Centrex is offered to businesses as an alternative to buying or 
leasing their own PBXs. 

CPE (Customer Premises Equipment] -Any telecommunications 
equipment that resides in rhe customer’~ premises and does not 
constitute part of the network (e.g. telephones. fax machines, PBXSI. 

IP (Internet Protocol) - A principal communications protocol used 
in the Internet. 

ISDN (Integrated Services Digital Network) - Switched digital 
transmission system that can carry a range of digitised voice. data and 
images. Basic Rate Access offers 126 Kbit/s capacity on two channels 
and Primary Rate Access offers 2 Mbit/s capacity on 30 channels. 

LAN [Local Area Network) - A local area network is one which spans 
a limited geographical area (usually within one building or site] and 
interconnects a variety of computers and terminals, usually at very high 
data rates. 

Lanlink -A group of Telecom services that link customer L4Ns 
together via a Wide Area Network (WAN). Solutions involve a degree 
of customisation in each case 

LMDS [Local Multipoint Distribution System) -A wireless system 
far distribution of broadband services that functions in the 26 to 
29 GHz band. 

PEX [Private Branch Exchange) - Customer premises switch, 
connected to the PSTN. that operates as a private local exchange, 
rypically providing reduced-digit dialing for internal calls. 

PSTN (Public Switched Telephone Network) -A nationwide 
switched fixed line voice telephone network. 

VPN [Virtual Private Network) -A carrier-provided service in which 
the public switched network provides the equivalent of a privately 
established customer network. 

xDSL - A generic reference to any of the many Digital Subscribers Line 
technologies. e.g. ADSL. 

36 (Third Generation - mobile network) - Digital mobile network 
based on CDMA standards that is capable of delivering data rates up to 
ZMbitk. 


